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PART A 


MULTIPLE CHOICE QUESTIONS (20 marks) 
Select the correct answer to each of the following TEN (10) questions and record your 


answer on the answer sheet provided on page 9. Each question carries 2 marks. 


ae If you buy a product for your own use, it is a: 
Select one: 
a. quasi-public good. 
b. private good. 
os common resource. 
d. public good. 
2. When is a good or service considered to be rival in nature? 
Select one: 
a. If you can keep other people who did not pay for the item from enjoying its 
benefits. 
b. All people are considered to be owners. 
C. When you consume one unit there is one less for everyone else. 
d. If you cannot keep other people who did not pay for the item from enjoying its 
benefits. 
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Figure 15.2 The Market for Paper. Suppose there are several paper mills producing paper for a 
market. These mills, located upstream from a fishing town, discharge a large amount of waste into 
the river. The waste material affects the number of fish in the river and the use of the river for 
recreational purposes. 


Price 
of paper 


0 Q, Q, Quantity 
of paper 


Suppose there are several paper mills producing paper for a market. These mills, located 
upstream from a fishing town, discharge a large amount of waste into the river. The waste 
material affects the number of fish in the river and the use of the river for recreational purposes. 


Refer to Figure 15.2. What is the economically efficient output level? 


Select one: 

a. Q2 minus Qi. 
b. Qi. 

c Q>. 

d. QO; plus Qo. 
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Figure 15.3 The market for measles vaccinations, a product whose use generates positive 
externalities. 


Price of 
vaccinations 
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Refer to Figure 15.3 which represents the market for measles vaccinations, a product 
whose use generates positive externalities. What does D; represent? 


Select one: 

a. The positive externalities curve. 

b. The demand curve reflecting social benefit. 
en The social welfare curve. 

d. The demand curve reflecting private benefit. 


Which of the following could be evidence of a market failure? 


Select one: 

a. Market prices do not reflect true production costs. 

b. The market price of a product is below the average cost of production. 
on Resources in an economy are not fully utilised. 

d. There are only a few firms competing against each other in an industry. 
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Prior to the 1998 World Cup, France banned the use of all soccer balls made by child 
workers. Several economists criticised the ban. Which of the following is an argument 
these economists used to justify the use of child labour in some countries? 


Select one: 

a. Soccer balls are easy to carry and workers were given soccer balls to play with. 

b. Child workers were allowed to attend school during the periods they worked. 

C. Some of the alternatives to stitching soccer balls include begging and 
prostitution. 

d. Child workers were given gloves to protect their hands while they stitched soccer 
balls. 


When country A can produce a product at a lower opportunity cost than country B, the 
country A is said to have: 


Select one: 

a. an unfair advantage in terms of resource allocations. 
b. an absolute advantage. 

C. a productive advantage. 

d a comparative advantage. 


Trade protection: 


Select one: 

a. eliminates the gains from trade. 

b. reduces the gains from trade. 

C. reduces domestic production of the protected good. 
d reduces government interference in the market. 


Domestic producers require time to gain experience and lower their unit costs; this will 
allow these producers to compete successfully in international markets. This statement 
describes the argument for protectionism. 


Select one: 

a. anti-dumping 

b. diseconomies of scale 

C: infant industry 

d protecting national security 


10. 
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Your friend argues that Australian producers cannot compete with some foreign 
producers because wages are lower in some foreign countries than in Australia. Your 


friend is: 

Select one: 

a. incorrect. Free trade raises living standards by increasing economic efficiency. 

b. correct in arguing that the relatively high wages in Australia make it impossible 
to compete with low-wage countries. 

C. using the anti-dumping argument for protectionism. 

d. right in asserting the need to use protectionism in order to protect high wages in 


Australia. 
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PART B 


SHORT ANSWER QUESTIONS (80 marks) 
Answer all EIGHT (8) questions. Each question carries 10 marks. 


USE THE ANSWER BOOKS PROVIDED 


Question 11 

What is a price floor and what is its effect in terms of quantity demanded and quantity supplied 
in a market? Use a diagram to explain any changes in economic surplus and deadweight 
losses in a market with a price floor. What type of disruption might a price floor cause on 
international markets? 


Question 12 
A natural monopoly is a market structure in which economies of scale are such that one firm 
can operate at a lower average cost than can two or more firms. 
i. Present this case in a diagram and provide an example. Identify in the diagram, the 
monopoly price and quantity, and monopoly profits. 
ii. Use aseparate diagram to compare and contrast the effects of regulating the natural 
monopoly to (a) an efficient outcome, (b) a regulated zero profit outcome, and (c) 
letting the monopolist set its own quantity and price as in (i) above. 


Question 13 
What is consumer surplus? What is producer surplus? Explain using a diagram. 


Question 14 

Perfect competition and monopolistic competition both generate zero economic profits in the 
long run. Using a diagram for each, indicate whether the quantities produced and the prices 
charged will be the same under perfect competition and monopolistic competition. Which is 
the preferred market structure in terms of economic efficiency? 


Question 15 
With the aid of a diagram, show that a reduction in a tariff on a traded product will hurt a 
country’s domestic producers of that product. 


Question 16 

What is asymmetry of information in a market? Provide one example of how it can disrupt 
price and the quantity traded in the market. Identify one procedure that market participants 
can use to correct for asymmetry of information, and explain how it works. 
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Question 17 

With the aid of a diagram, demonstrate that the incidence of a tax on producers and consumers 
is influenced by the elasticity of demand for the product. Assume that the tax is levied on 
producers. 


Question 18 
Use a diagram to illustrate and explain how the concepts of economies and diseconomies of 
scale relate to the shape of the firm’s long-run average cost curve. 
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Student Name 
Student Number 


PART A 
ANSWER SHEET 


Please CIRCLE clearly the correct answer. 


Question 
1. eae *be °ce ede 
2. eae “be °ce ede 
3. eae “be °ce ede 
4. eae “be °ce ede 
5. eae “be °ce ede 
6. eae “be °ce ede 
vi eae *be °ce ede 
8. eae *be °ce ede 
9. eae “be °ce ede 
10. eae “be °ce ede 


Please remember - This examination paper MUST BE HANDED IN. Failure to do so will result in 
the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 
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